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Ideas from leading experts in financial planning

What Accountants Should Know About
Long-Term-Care Insurance
WHAT’S INSIDE
Ensuring That Web Pages Comply
With Regulatory Guidelines for
Investment Advisers
Planners who market investment
advisory services through Web sites
need to ensure that these pages com
ply with securities regulations. Phyl
lis Bernstein, CPA, director of the
Personal Financial Planning Sec
tion, offers some guidance.

Investment Management ActivityMember Survey
Please help the PFP team serve you
better. Let us know what you’re
doing in the investment management
area and what you expect to do in
the future by responding to a onepage faxback survey.

Plan to Become a PFS

One Stop for Learning, Networking,
Linking to Helpful Resources

The AICPA Web site offers a variety
of opportunities to planners.

The War on FLPs

In recent years, practitioners fre
quently have advised clients to use
family limited partnerships (FLPs)
in their financial planning, partly to
take advantage of discounts on gift
ing. This popular technique is being
attacked from two sides: the IRS and
the Clinton budget proposal..

By Robert D. Hayes CPA, PhD,
Nancy G. Boyd, CPA, and
Kenneth W. Hollman, PhD
The following article is intended to “sen
sitize” personal financial planners to the
importance of long-term-care insurance
in their clients’ plans. The authors—
Robert D.Hayes, CPA, PhD, professor of
accounting at Tennessee State University,
Nashville, and Nancy G. Boyd, CPA, pro
fessor of accounting, and Kenneth W.
Hollman, PhD, professor of insurance at
Middle Tennessee State University,
Murfreesboro—also describe the role the
CPA can play in elder care services. This
article is reprinted with permission from
Today’s CPA (July/August 1998). Copy
right 1998, the Texas Society of CPAs.

he financial risk of incapacity in
old age is potentially catastrophic.
Even if people plan carefully, they
still face the risk of losing control of their
lives and their finances if they acquire a
long-term illness or condition from which
recovery is unlikely. CPAs may wish to
make recommendations about long-termcare (LTC) protection as a key part of
their overall strategy for dealing with
their middle-age and elderly clients’ con
cerns and issues. In fact, they may wish to
consider LTC options for themselves.

Although insurance policies designed
for long-term care differ in their defini
tion of LTC, they usually state that LTC
involves services for people with disabil
ities, cognitive disorders or prolonged
physical illnesses. LTC does not have the
goal of providing acute care or of rehabil
itating people or correcting their medical
problems. Rather, its purpose is to help

those with chronic conditions compen
sate for their inability to function inde
pendently.
LTC services sometimes involve
around-the-clock care by registered nurs
es or professional therapists under the
supervision of a physician, usually in a
nursing home. More often, LTC services
involve custodial care, that is, hands-on
assistance for people who have difficulty
performing daily activities such as
bathing, eating and dressing. A physician
Continued on page 2

TRENDWATCH
The IRS has proposed regulations to
start the gift tax statute of limitations.
Issued December 22, 1998, the regula
tions (§301.650(c)-1) provide guidance
for adequately disclosing prior gifts for
purposes of the statute of limitations. The
IRS Restructuring Act of 1998 amended
the Taxpayer Relief Act of 1997 by pro
viding that the value of prior gifts, if ade
quately disclosed on a gift tax return, can
not be adjusted after the statutory period
for assessment, regardless of whether or
not a gift tax has been paid. The proposed
regulations provide a list of information to
be reported on a gift tax return if the gift
is to be considered “adequately dis
closed.” If the gift is not adequately dis
closed, the period for assessment of tax
will not begin.
On March 31, 1999, the AICPA sent a
letter along with comments to the IRS
Commissioner saying that the proposed
regulations “fail to meet . . . [the] . . .
expressed goals” of the regulations. A
public hearing on these proposed regulaContinued on page 2
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TRENDWATCH
(continued from page 1)
tions was scheduled for April 28, 1999
in Washington, D.C.. The proposed reg
ulations are available on the IRS Web
site (www.irs.ustreas.gov). Adrian
Graber, “IRS Proposes Regs to Start
Gift Tax Statute of Limitations,” Shan
non Pratt’s Business Valuation Update
(March 1999), page 8.

Some U.S. financial companies may
have to close for business in the fall.
In what has been called “one of the
broadest Y2K tests of networked orga
nizations to date,” the Securities Indus
try Association (SIA) is advancing the
dates on systems used by about 400
clearing companies (businesses that
execute electronic transactions of
stocks, bonds and other financial securi
ties). Those 400 companies handle 99%
of the trades made by more than 5,000
U.S. securities companies. In early
March, the SEC proposed regulations
requiring broker-dealers to complete
Y2K testing administered by a self-reg
ulatory agency such as the SIA. If they
don’t get verification by August 31, the
broker-dealers no longer would be
allowed to trade. In early April, the
Nasdaq stock market and 144 compa
nies that interface with it passed the
tests without any Y2K problems.
Tim Wilson, “Y2K Tests Put Finan
cial Firms in Hot Seat,” InternetWeek
Online Newsletter (March 22, 1999)
and “Bruce Caldwell, “Securities
Industry Passes Y2K Testing Mile
stone,”
InformationWeek
Online
Newsletter (April 13, 1999).

The family business arena is “ever
changing and requires constant
attention.” So says Gary A. Zwick,
CPA, JD, LLM of Walter & Haverfield
PLL, Cleveland. Legislative and regula
tory changes have affected family busi
ness clients in recent years in several
ways. The effects of these changes
include:
■ The use of employee stock own
ership plans (ESOPs) has been “enor
mously liberalized” by the passage of

Continued on page 7
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Long-Term Care Insurance
Continued from page 1
must certify that a person cannot per
form such activities. Custodial care can
be provided in a nursing home, an adult
day care center or the patient’s home.
The purpose of this article is to sen
sitize CPAs—particularly those en
gaged in personal financial planning—
to the crucial importance of LTC insur
ance coverage. As the baby boomer
generation ages, more and more
clients, and CPAs themselves, will
need expensive LTC services. Many
observers believe that accountants sit in
a unique position to provide elder care
assurance services.

Financial Impact of Long-term Care
The financial implications of a
chronic disease or other condition that
requires LTC are significant. According
to a 1996 report, the cost of confine
ment to a nursing home ranges from
$20,000 to $60,000 annually, with an
average of $40,000, or almost $110 per
day. The real costs, given anticipated
inflation, are expected to double over
the next two decades.
What makes this trend ominous is a
fact that many accountants are well
acquainted with: Most elderly people
do not have the financial resources to
meet nursing home costs. According to
Business Week magazine, about 50% of
all couples over age 65 live on less than
$25,000 per year. Some observers
expect the LTC crisis to eventually
affect 80% of all families in the United
States, but only one in six families will
be able to afford the costs.

Choosing an LTC Policy
Choosing an LTC policy can be dif
ficult because policy coverage varies
greatly. Following are considerations
that represent industry standards for a
good LTC policy:
■ Daily benefit. The daily benefits
in the LTC policy are how benefits are
paid and the way policies are quoted
and priced. Benefits are usually offered
as options, typically in the amount of
$80 to $300 per day. Usually, LTC poli
cies will not pay more than the actual
charge, regardless of the daily benefit
selected. But the unused portion of the
daily benefit can be carried over from

one period to the next. The amount of
daily benefit chosen should relate to the
level of perceived LTC risk, premium
affordability, the realistic capability of
self-insuring, how well it fits the
insured’s needs and the level of nursing
home costs in the insured’s area.

■ Range of coverage. The pre
ferred plan design for a LTC insurance
policy will cover costs for all categories
of care—skilled, intermediate and cus
todial—at the same benefit level. The
contract should not require skilled care
before intermediate or custodial bene
fits are paid. Coverage should be avail
able whether services are provided in a
health care facility, such as a nursing
home, or at the insured’s home. One
should seek a policy that covers all
physical and cognitive impairment in
case these conditions manifest after the
policy is purchased. Alzheimer’s dis
ease is now covered in virtually all LTC
policies. However, mental conditions of
a non-organic nature, such as schizo
phrenia and manic-depression, are usu
ally not covered.
■ Prehospitalization requirement.
Research data reveal that about 50% to
60% of all nursing home admittees go
directly from their residence to the
nursing home. However, some LTC
policies require a prior period of hospi
talization (perhaps three days) as a pre
requisite for coverage during nursing

PLANNER, March-April 1999, Vol
ume 13, Number 6. Publication and edi
torial office: AICPA, Harborside Finan
cial Center, 201 Plaza Three, Jersey
City, NJ 07311-3881. Copyright ©
American Institute of Certified Public
Accountants, Inc. Opinions of authors
and the AICPA staff are their own and
do not necessarily reflect policies of the
Institute or the Personal Financial Plan
ning Division.
William Moran
Editor
Phyllis Bernstein, CPA
Director
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home confinement. LTC policies
should require only a doctor’s certifica
tion prior to nursing home entry since
prehospitalization requirements can be
devastating screening devices. Policies
with these limiting provisions should be
avoided.
■ Inflation protection. Often called
the “future purchase” option, this is one
of the most valuable and potentially
money-saving features in an LTC poli
cy. Nursing home expenses have histor
ically risen 6% per year. The prudent
LTC policy purchaser will insist on
having an inflation benefit option. This
option, which is quite expensive,
increases benefit amounts each year
(usually by 5%) to ensure that benefits
will follow rising costs.

■ Preexisting conditions. Many
LTC policies contain preexisting condi
tions clauses. Many companies offer
immediate coverage if the condition is
listed on the application. The preexist
ing conditions exclusion could easily
limit coverage and should be examined
carefully. In general, the younger and
healthier the applicant, the more likely
he or she can get a policy without limi
tations or exclusions. And, of course,
those applying at earlier ages pay
smaller premiums because the odds are
that they will pay for a longer time
before making a claim.
■ Waiting period. The waiting
period, which operates like a de
ductible, is how long the insured must
receive eligible services before the pol
icy will begin paying benefits. The pol
icyholder typically has an option as to
the length of the waiting period, usual
ly 20 to 100 days, but sometimes as
long as a year.

■ Guaranteed renewability. Insurers
sometimes promise more benefits than the
premium structure will support. They are
then forced to raise premiums or cancel
policies when claims are greater than
expected. Therefore, it is important for the
prospective purchaser of LTC insurance to
confirm that the policy cannot be canceled
as long as premiums are paid, and that
restrictions are placed on premium
increases. Without these provisions, the
company can revise the premium structure
or cancel at any time.
■ Benefit period/lifetime maxi
mum. Benefit periods define how long
the insurance company is obligated to
pay benefits. Although benefit periods
PFP DIVISION

range from one year to lifetime, the
maximum periods in most LTC policies
are three to six years, with the clock
running only on those days that the
insured receives care. To be on the safe
side, a five-year benefit period is sug
gested, particularly for women. (Only
4% of men and 13% of women will
remain in a nursing home longer than
five years.) Lifetime coverage is diffi
cult to justify and is very expensive.
■ Waiver of premium. The waiver
of premium provision is important in an
LTC policy. It means that the policy
will remain in force during all or part of
the time the insured is on benefit and
may be unable to continue premium
payments. This feature enables policyholders to continue meeting personal
and household expenses once LTC pay
ments have begun.

■ Cost. Many Americans avoid
buying LTC policies because of miscon
ceptions about its cost. In fact, LTC
prices have come down in recent years
because of improved underwriting prac
tices, more credible loss data and heated
competition in the marketplace. Howev
er, premium cost is not always the best
measure of value in LTC policies. Cost
consciousness should include concern
for value-added features as well as
price. Depending on policy provisions
(coverages, exclusions, and underwrit
ing factors such as age), annual LTC
premiums range from $300 to more than
$6,000. The typical premium quotation

for a 65-year-old male for a $125 per
day, five-year benefit with inflation pro
tection is about $2,500 per year. That
may seem expensive, but it pales in
comparison to the high costs of LTC and
the likelihood that it will be needed.

■ Return of premium option. This
provision provides for a return of pre
mium to the insured’s estate if the poli
cyholder dies before the policy is asked
to respond. An applicant can save up to
30% of the annual premium by leaving
this option off.
■ Nonforfeiture rider. This option
allows policyholders to collect a reduced
benefit even if they stop paying the pre
mium before making a claim. It is simi
lar to the nonforfeiture provision in a
whole life insurance policy. Like the
return of premium option, this provision
will drive prices up by almost one-third.

Educating Your Clients
Middle-income individuals are the
most likely candidates for LTC insur
ance sales. LTC policies are not for
those with scant savings or for those
who are rich. People of modest means
and little savings would likely spend
down their assets after a short stay in a
nursing home and qualify for Medicaid.
On the other hand, affluent families and
individuals may be able to self-insure
because their resources generate suffi
cient income for LTC services.
Continued on page 4

Marketing CPA ElderCare Plus Services
Eldercare services have two key clients: the older adult client and the fam
ily or caregiver of the older client. To help planners market elder care ser
vices to these prospective clients, the AICPA developed a toolkit, ElderCare Marketing Toolkit, which offers client brochures, advertisements and
introductory letters. Each set of materials explains what eldercare services
are and their benefits to clients.
Prepared by a national advertising firm, each CD-ROM of marketing
materials includes two ads with different messages in several sizes, with
and without photographs (16 ads in all); a client brochure in two sizes; and
a sample introductory letter to clients.
Local printers can use the CD-ROM to customize the brochures, ads or
letters with a firm name and address. The client brochure can be cus
tomized to create a list of services selected from a list of suggested ser
vices. The price is $59 for members, and $74 for nonmembers.
All materials can be found on the CD as QuarkXpress files. The CD is PC
and Macintosh compatible. To order, call the member satisfaction team at
888-777-7077; fax, 800-362-5066; or e-mail memsat@aicpa.org. Ask for
product no. 022508PFP. ♦
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Long-Term Care Insurance
Continued from page 3
Most financial planning clients, par
ticularly elderly ones, will be aware of
the need for LTC. Many will have
friends who are in nursing homes or
who are receiving care at home. Some
may have firsthand knowledge of the
disastrous consequences that occurred
when a friend failed to plan properly for
LTC. The need of LTC is not likely to
be in question with elderly clients.
However, many middle-age clients
may not realize the risk they face if they
do not plan for LTC expenses in their
senior years. A financial adviser has the
responsibility to convince them. The
statistical reality is that there is a 48%
chance that a person turning 65 today
will need LTC; a 90% chance an octo
genarian will need it; and a 50-50
chance that you (if you are middleaged) will need LTC before you die. In
other words, if you are to persuade your
clients to buy LTC insurance, then you
must internalize the risk yourself.

Web Sites We Like
The following Web sites provide
information that may be useful to
providers of ElderCare services:

Agency for Health Care Policy
and Research
www.ahcpr.gov

■ Supervising investments and
accounting for the estate. Traditionally,
bank trust departments have performed
this service and may continue to do so,
but with supervision by the CPA.
■ Investigating and providing
information for handling unusual or
unexpected situations, such as home
maintenance and repair or medical
emergencies.

Elderweb (an elder care
sourcebook)
www.elderweb.com

■ Inspecting logs, diaries, or other
evidence to determine whether care
givers are meeting the performance crite
ria agreed upon with the customer/client.

Larson Long Term Care Group,
LLC www.ltci.com

■ Periodic reporting to children or
other family members of activities,
including a complete accounting of all
financial transactions.

Social Security Administration
www.ssa.gov

PLANNER

on their independence and objectivity as
well as on their established relationships
with clients. However, many practition
ers will find it useful to develop an
understanding of the physical and psy
chological needs of the elderly and
knowledge about the range and quality
of services provided by caregivers. Nec
essary skills can be acquired through
college courses or CPE courses offered
through the AICPA or other profession
al organizations.
LTC insurance helps elderly policyholders preserve the resources they
have spent a lifetime accumulating,
reduces the fear that they will lose their
self-determination, and gives them
choices about how to live their lives. It
also enables them to purchase protec
tion on an installment basis during their
working years.
Finally, LTC insurance provides
emotional well-being to the elderly.
The fear of becoming dependent may
remain even if the best LTC insurance
policies are in place. However, seniors
can rest secure in the knowledge that
benefits for LTC will be available if and
when they are needed. In short, having
LTC insurance protection means that
growing old does not have to be equat
ed with going broke or losing dignity,
control and autonomy. ♦

established criteria.

Eldercare Advocates
(a private geriatric care
management company)
www.eldercareadvocates.com

National Academy of
Elderlaw Attorneys
www.naela.com
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AICPA Involvement
The AICPA has been heavily
involved in identifying ways that CPAs
can provide nontraditional services to
elderly persons, or to their children or
others concerned with their welfare.
The AICPA’s primary thrust has been
through the Assurance Services Execu
tive Committee, which identified ElderCare Plus as an assurance service that
CPAs can provide.
The committee pointed out that
CPAs stand in a unique position to pro
vide assurance to elderly persons who
are no longer able to live independent
ly, or to third parties representing them,
that care goals are being met in a pro
fessional, independent and objective
manner. The AICPA envisions the role
of the CPA as that of the hub in a wheel
of providers representing the expertise
of several other professionals. Thus the
CPA would coordinate the activities of
a team of providers and review the per
formance of each to determine if estab
lished criteria were being met.
The CPA can perform several proce
dures to measure how effectively care
providers meet the goals set by the
client. Procedures recommended by the
AICPA include:
■ Accounting for routine financial
transactions and reviewing them for
reasonableness and for adherence to

■ Periodic reporting to children or
other family members on the degree to
which caregivers are meeting the crite
ria established for care.

Since elder care is an area without
established competition, CPAs should be
able to develop market acceptance based

WWW Wit
Do you need a joke to break the ice
when meeting with a client or to
lead into a speech or seminar
you’re giving to prospective clients
or to colleagues? You may find
some help at www.nfcom.com.
This is the Web site of NF Commu
nications, Inc., whose president,
Larry Klein, CPA, is a registered
investment adviser and author of
Retirement Investing. Klein says he
has been doing financial seminars
for 14 years, but he has never found
a good source of humor for his
speeches, so he has put together a
book, 200 Greatest Jokes for
Financial Professionals. Klein
offers a sample of six jokes free on
the Web site. If you like the six free
jokes, remember he’s got 194 more
of them (but they’re not free).
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Investment Management Activity—Member Survey
he objective of the AICPA Investment Advisory Services Program is to meet members’ needs to help prepare them for
the challenges they face as the profession enters a new millennium. Critical to our understanding those needs is having
clear and unambiguous information about the nature and extent of members’ current and projected involvement in pro
viding financial planning services. The AICPA staff will use this information to develop meaningful and value-added services
for members. Please help us accomplish this by completing the following questionnaire and faxing it to Dean Mioli at 201-5215429 by June 4, 1999. All replies will be confidential.

T

(1) Which of the following describes you? Check all that apply.
Personal Financial Specialist (PFS)
Certified Financial Planner (CFP)
Registered Representative
Registered Investment Adviser
Third Party Administrator
Other (describe)_________________________________

Currently

In Three Years

Currently
_______ %
_______ %
_______ %
_______ %

In Three Years
___________ %
___________ %
___________ %
___________ %

Currently

In Three Years

Currently

In Three Years

(2) Number of professionals in your firm
Approximate gross annual revenue of your firm
Number of years you have been in practice
(3) Which of the following services do you, or will you, provide?
Please indicate % of firm revenue/fees
Tax planning/preparation?
Estate & retirement planning?
Comprehensive financial planning?
Business valuation and succession planning?
(4) If you manage or plan on managing money, do you:
Have investment discretion?
Make investment recommendations?
Perform asset allocations?
Monitor and report performance?
Make investment recommendations/decisions with the assistance of:
—CPA/IA?
—Other RIA?
—Separate account manager?
—Turnkey asset manager?
(5) If you currently manage money for your clients, please provide
approximate values for the following:
Total assets under management (AUM)
Number of portfolio management clients

(6) Please provide the approximate mix of your client assets under management in the following investment vehicles:
Individual securities (equities, fixed income, options,etc.)
%
Mutual funds
%
Separate account managers (includes turnkey asset managers & wrap programs)
%
Insurance products (includes annuities, whole life, etc.)
%
Real estate investment trusts
%
Other (please provide details )
%
Total
100%
Please return to Dean Mioli via fax, 201-521-5429; or mail to PFP Section, AICPA, Harborside Financial
Center, 201 Plaza Three, Jersey City, NJ, 07311-3881. Thank you for your help.

SAVE 15%-35% on Three Powerful AICPA Tax
and Investment

Planning Software Tools!

Omniscience™— The Infobase of Financial Planning Ideas
A time-saving personal financial planning and tax tool
Omniscience will help you explain complex terms and services to your clients. Its color
ful slide show presentations, Internet links, financial calculators and financial planning
strategies make it a must-have for all CPAs who perform tax and PFP services for clients.
Use the 30-color slide shows for powerful presentations to your clients about investing,
estate planning, insurance and income taxes. Over 1,600 planning recommendations, strate
gies, examples and Internet hot links combine with the expertise of 40 essential estate, tax
and financial planning calculations to save you valuable time and increase your profitabili
ty. Product No. 017219PFP05 Price: $195 PFP section member, $240 AICPA member,
$300 nonmember

NEW! Investment Scenario Generator Software
Developed by the financial planning experts at Brentmark Software
This software gives you the power to confidently plan for your clients’ goals and objectives
for retirement income. A highly flexible planning tool, this program allows you to adjust
market parameters, inflation and investment allocation percentages. Help clients allocate
investments to create an optimal balance between interest-bearing obligations and equities,
develop an overall wealth accumulation plan which accounts for retirement and other finan
cial needs, analyze the benefits of a longer-term mortgage vs. a shorter-term mortgage, pre
dict how much inflation-adjusted capital can be accumulated by retirement age, and more.
Product No. 016601HSPFP05 Price: $259 AICPA member, $299 non-member
NEW! Encryption Plus® Secure Export and Encryption Plus® for Folders
A special two-product package developed by the information security professionals at
PCGuardian
When you need an easy way to encrypt data for transmission over the Internet, on diskette
or CD-ROM, via modem, e-mail or over a network—and your client does not need special
software to access the file—then Encryption Plus® Secure Export is the solution. Safely send
compressed, self-extracting files with this point-and-click application that requires no train
ing or administration. Ideal for sending confidential financial statements, legal documents,
data backups, and much more. Product No. 016600HSPFP05 $99.00 AICPA members,
$119.95 nonmember

TO ORDER, CALL 1-888-777-7077 and ask for Operator PFP05
All products come with a 100% Satisfaction Guarantee—if not completely satisfied with any
product you order, simply return the product in saleable condition within 60 days for a full
refund.

Ensuring That Web Pages Comply With Regulatory Guidelines for Investment Advisers
By Phyllis Bernstein, CPA
must demonstrate that electronic dis
mong professional service
closure and communications received
firms, CPA firms are most like
are authentic. Personal information
ly to have a home page on the
must be kept secure from electronic
World Wide Web, according to a recent
access and tampering, and procedures
survey conducted by Expertise Market
to detect misconduct must be in place.
ing, Framingham, MA. In addition to
the usual concerns about the effective
ness of Web sites and other electronic
Advertising
media they may use, CPA firms provid
ing investment advisory services have
Recordkeeping provisions of the
an additional concern—regulatory
Advisers Act (Rule 204-2) apply in the
transmission of electronic communica
compliance.
tions. The Web sites of investment
Securities regulators are beginning
advisers registered with the SEC are
to address all of the following standard
subject to the same recordkeeping
advisory activities in an online context:
requirements as for paper advertise
■ Disclosure
ments. Records must be kept of materi
■ Client communications
al changes to Web content.
■ Advertising
The antifraud provisions of the Advis
ers
Act also apply to Internet communi
■ Licensing
cations.
Electronic advertisements such
■ Public forums
as Web site postings are subject to the
same prohibitions against misleading
Disclosure and Communications
disclosures including testimonials and
performance claims. Advisory firms need
The 1996 SEC Interpretative Re
to reasonably supervise firm personnel
lease supports the cost-effective bene
with a view to preventing violations.
fits of electronic technology. The

A

release permits electronic delivery of
Form ADV, part II and various agree
ments such as those related to consentto-assignment, performance, fees, cus
tody arrangement, sales confirmations,
and others. The information must be
comparable to paper disclosure and

Customized Web Site
Vendors for Investment
Advisers
The following are vendors who
will help to develop and may
host Web sites:

Advisorsites
(www.advisorsites.com) creates
custom sites to showcase an in
vestment advisory firm’s identity.

AdvisorSquare
(www.advisorsquare.com) cre
ates and hosts Web sites.

LightPort (www.lightport.com)
creates Web sites.

PFP DIVISION

One of the latest trends is the use of
digital signatures for securing electron
ic transactions, the goal being to reduce
the costs of paper-based systems and
thereby increase profitability. At the
state and federal levels, efforts are
under way to define standards for mes
sage data encryption, signature sealing
functions, and recognition and licens
ing certification.

Licensing
Establishing a Web site does not auto
matically trigger a notice filing require
ment, but it is advisable to comply with
the Model Web Site Interpretative Order
of the North American Securities
Administrators Association (NASAA).

Public Forums
No specific SEC rules address the
use of chat rooms and message boards.
Existing rules related to disclosure,
advertising, and antifraud provisions
apply. The NASAA model order
requires disclosure of firm affiliations,
licensing/exemptions status, superviso
ry procedures, and firewalls. An invest

ment advisory representative may pro
vide information, personalized or not,
without compensation.

Change is Constant
As the Internet has changed the way
information and services are delivered
to clients, it has changed the role of
intermediaries and that role continues
to evolve. Regulators, of course, are
monitoring the changes and responding
to them when necessary.
Forrester Research predicts that with
price pressure, “transaction-based broContinued on page 6

A Checklist of Web Site
Guidelines
1. Make sure that all Web site mate
rial is current and reflects the infor
mation in Form ADV related to—
■ Current address.

■ Advisory services offered.
■ Compensation arrangements.
■ Investment/brokerage discre
tion.
■ Investment strategies.
2. Disclose regulatory affilia
tions.

3. Put a disclaimer on unlicensed
activities.
4. Establish supervisory proce
dures to prevent unlicensed activi
ties.
5. Carefully review all perfor
mance advertising.
6. Don’t use testimonials.

7. Establish supervisory proce
dures for chat rooms and message
boards.

8. Maintain a fiduciary perspec
tive.
9. Be aware that portal deals are
subject to the SEC cash solicita
tion rule 206(4)3.

10. Be alert to foreign registration
issues that may arise from the Web
site.

PLANNER
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kers will bow out.” The Internet is
blurring distinctions between full-ser
vice and discount firms. Tools make
research and advice available to every
one, leading to what has been called
the democratization of the markets.
We now see affiliations among Internet
and traditional broker-dealers, retail
firms, and investment banking firms.
Other trends associated with the
Internet are day trading, volatility, and a
demand for Internet stocks. According
to Credit Suisse First Boston, in the
fourth quarter of 1998, online trading’s
share of all equity trades were up 14%
from 7% in the first quarter of 1997.
International Data Corp. predicts that, in
2002, 30% of investors will trade
online, up from 8% in 1998. The con
cerns of regulators include capacity,
best execution, volatility, suitability,
advertising, touting, and day trading.

The benefits of the Internet are
dramatic. For one, it has given indi
viduals unprecedented access to
information, allowing clients to make
informed decisions free of conflicts
of interest.

Plan to Become a PFS
The Personal Financial Specialist
(PFS) designation is granted exclu
sively to CPAs with considerable PFP
experience who want to demonstrate
their knowledge, skill, and experience
by earning the credential. The PFS is
the first accreditation established by
the AICPA. Currently, the only other
AICPA designation is the Accredited
in Business Valuation (ABV). Other
designations may follow as the AICPA
investigates the need for such creden
tials in the profession.
The PFS is the only financial plan
ning credential that requires candi
dates to be CPAs, and as such, it rec
ognizes the unique problems faced by
CPAs in providing personal financial
planning services.

The next examination will be given
on June 18, 1999; the registration
deadline is May 21, 1999. If that’s too
late for you to prepare, plan to prepare
for the next exam, which will be
administered on November 5, 1999.
The registration period is September
1-October 8, 1999.
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To obtain the PFS Candidate’s
Handbook, go to the AICPA Web
site (www. aicpa.org). At the home
page, click on Members, then click
on AICPA Teams, then Personal
Financial Planning Team, and then

CPA/PFS: Personal Financial Spe
cialist Accreditation. You can also
receive the handbook via U.S. mail.
Call the member satisfaction team at
888-777-7077 and ask for product
no. G00055PFP. ♦

One Stop for Learning, Networking,
Linking to Helpful Resources
nformation is so accessible that the problem many of us face is sepa
rating useful information from that which is worthless. The World
Wide Web especially not only has made more information available,
but also has given providers more opportunity to disseminate it. For many
planners, however, the thought of searching for information may be daunt
ing even though improved search engines and other programs can help to
separate the worthwhile from the worthless.

I

One Web site where planners are sure to find valuable information for
developing their practices and providing services is the Personal Financial
Planning page of the AICPA Web site (www.aicpa.org). For many plan
ners, a good reason to go the PFP pages is to find resources for develop
ing their practices. By accessing the PFS Marketing Kit, they can down
load a new speech on retirement planning for the next millennium, along
with a PowerPoint presentation to use with it.
Another good reason to go to the Web site is to chat with other plan
ners. This offers an opportunity to both network and learn. Other planners
can answer your questions. They can tell you how they resolved a client
problem or approached an engagement. You can learn about new planning
techniques from those who are inventing them. You can discuss practicerelated issues. Consider, for example, the January 9, 1999 posting of Ed
Zollars, an Arizona CPA, concerning commission compensation.

You also can learn about the impact of new legislation and regulations
on standard techniques and solutions. On March 16, 1999, for example,
Beth Dickinson of Dickinson Registration Alliance posted a message to
the Forum advising investment advisers in Ohio that starting in March the
state was regulating investment advisers managing assets under $25 mil
lion or otherwise not qualified for SEC registration. You may even get new
business by developing an alliance with others who enter the PFP Forum.

The PFP Web site offers other opportunities. Resources accessible
from the PFP page include lists of publications, promotional materials,
information about CPE and conferences, and about the Personal Financial
Specialist (PFS) designation. There are links to other useful sites. If you
click on Web Links to Useful Information, you’ll find a list of estate and
trust tax sites, such as the Findlaw Section on Wills, Trusts, Estates and
Probate and the ABA’s Section of Real Property, Probate and Trust Law.
Another link brings you to sites dealing with manners and business eti
quette. Do you know where you should wear your name tag at a company
party or seminar? You’ll find the answer at the Mr. Manners’s Answers
site. Another site offers travelers a list of tipping practices around the
world. Another linked site gives tips on scheduling interviews with clients
or others with visual or mobility impairments.
The PFP page also offers users an opportunity to provide feedback to
help make it more valuable to planners. So log on to find out what you’re
missing, and if you think of information you’d like to see on the site, let
the PFP team know. ♦
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The War on FLPs
n recent years, practitioners fre
quently have advised clients to use
family limited partnerships (FLPs)
in their financial planning, partly
take advantage of discounts on gifting.
This popular technique is being
attacked from two sides. In his fiscal
year 2000 budget proposal, President
Clinton wants to disallow discounts for
lack of marketability and lack of con
trol and other discounts. Many practi
tioners believe these limitations would
virtually kill the use of FLPs. Clinton
made this same proposal in 1998, but
Congress ignored it. If the proposal
succeeds, federal revenues would be
increased by almost $2.4 billion over 5
years and $5.9 billion over 10 years,
according to the Joint Committee on
Taxation. Small wonder, then, that the
technique is popular among financial
planners and their clients.

I

As many readers know, the IRS has
stepped up its challenges to the use of
FLPs, denying valuation discounts and
including the partnership assets in
estates. Because the IRS has encoun
tered several situations that it deems
abusive, it has tried to curb the use of
FLPs through cases, letter rulings, and
tax advice memorandums. The areas of
most concern to the IRS are deathbed
transfers, for which the sole considera
tion for the transaction was estate tax
reductions, and situations involving
cash and marketable securities, in
which the IRS does not believe dis
counts should apply.

AICPA Joins the Battle
The AICPA stated its position on the
legitimate use of FLPs in a white paper,
“Using Family Partnerships and Refut
ing IRS Challenges,” which is available
on the AICPA Web site (www.aicpa.org;
click on AICPA Teams: under Taxation
Team, click on FLP Valuation Discount
White Paper). In particular, the Institute
takes exception to the IRS’s refusal to
recognize the validity of many FLPs for
transfer tax purposes.

An article in the January 1999 issue
of The Tax Adviser by George L. Stro
bel II, CPA, a partner of Arthur Ander
sen LLP, Memphis, presents the AICPA
position (“Refuting IRS Challenges to
the Use of FLPs”). Strobell advises that
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“ . . . taxpayers must ensure that the
facts surrounding their FLP structure do
not warrant IRS challenge. The partner
ship must be entered into for valid, doc
umented business or investment pur
to poses. Whenever possible, one partner
should not have the unilateral right to
liquidate the partnership. Partnership
agreements should be drafted under
state laws that preclude the applicabili
ty of Sec. 2704(b). Rights and powers
of assignees should be no greater than
those provided under state law. When
ever possible, there should be no more
than one general partner. Finally, the
transfer of a partnership interest should
give the recipient only the rights of an
assignee under state law.”

Another article in the same issue,
“Family Business Consulting Revisit
ed” by Gary A. Zwick, CPA, JD, LLM,
of Walter & Haverfield PLL, Cleveland,
also addresses the issue of the IRS’s
scrutiny of discounts on transfer of FLP
interests between family members.
Zwick also advises caution: “For prac
titioners who will continue to use FLPs
as a technique to obtain valuation dis
counts on transfers in family situations,
clients should be advised that the IRS
may be on the warpath.” ♦

TRENDWATCH
(continued from page 2)
the Small Business Job Protection Act
(SBJPA) of 1996 and the Taxpayer
Relief Act of 1997.
■ The IRS has increased its scruti
ny of discounts on transfers of FLP
interests between family members. (See
the related article this page, “The War
on FLPs.”)
■ Estates and beneficiaries are now
related parties for Sec. 267 purposes.

“Family Business Consulting Revis
ited,” The Tax Adviser (January 1999),
page 38.

Further legislative and regulatory
changes may hurt family businesses.

Some family business consultants
believe President Clinton’s fiscal year
2000 budget proposal would harm
many family businesses. The president
proposes to prohibit tax-free conver
sion to S corporation status after Janu
ary 1, 2000, if the corporation is worth
more than $5 million. Clinton has again
proposed to restrict the use of FLPs.
His proposal would disallow the use of
discounts for lack of marketability and
lack of control and other discounts in
valuing interest in entities for gift and
estate tax purposes. The proposal
excludes active businesses, but in
n March 25, 1999, Congress
cludes real estate, marketable securi
men Philip M. Crane (R-IL)
ties, and artwork. (See the related arti
and Richard E. Neal (D-MA)
cle this page, “The War on FLPs.”) The
introduced HR 1311, the IRA Charita
president also proposes to eliminate the
ble Rollover Incentive Act of 1999. If
use of the qualified personal residence
enacted, the bill will allow individuals
trust (QPRT).
age 59⅟2 or older to contribute assets in

Legislative Update

O

their IRAs to a charity without incur
ring income tax on the gain. Since IRA
assets are previously untaxed income,
however, no tax deduction is allowed
for the gift. Gifts can be made from an
IRA directly to a charity, a charitable
remainder trust annuity or unitrust, a
pooled income fund, or, in certain
cases, for the issuance of a charitable
gift annuity.

The bill states the exclusion is
allowed “to the extent that the distribu
tion is contributed for charitable pur
poses, “ so it seems the entire IRA will
not have to be donated. If enacted, the
exclusion would apply in years after the
date of enactment. ♦

Ross W. Nager, CPA, “President’s
Tax Proposals Hurt Family Firms,” The
Family Business Advisor (April 1999),
page 8.

In annual reports, companies often
neglect to discuss issues important to
investors. The issues include strategy,
competition, and intellectual capital,
according to a new study by Shelley
Taylor & Associates, “Full Disclosure
1998.” The study matched the disclo
sure patterns in 100 annual reports of
American and European companies
with the needs of 25 institutional
Continued on page 8
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investors. The study concluded that
investors want more qualitative infor
mation to gain insight about future
performance potential. For example,
72% of investors ranked intellectual
capital as a “very important” issue, but
only 8 percent of the companies
directly addressed this subject in their
annual reports. Companies often cite
competition as the reason for leaving
out such information. Shelley Taylor,
president of the firm that conducted
the study, counters that “Competitors .
. . actually have more information than
the companies disclose, so it’s a lame
argument.”

“It’s the Intellectual Capital, Stu
pid!” CFO (April 1999), page 26.

In the past decade, most fraud in
financial reporting among public
companies was committed by small
corporations, with less than $100
million in assets. Senior executives
frequently were involved, and typical

financial statement fraud techniques
involved overstating revenues and
assets. These are among the findings of
Fraudulent Financial Reporting:
1987-1997, a study sponsored by the
Committee of Sponsoring Organiza
tions (COSO) of the Treadway Com
mission.

The relatively small size of the
companies involved suggests that the
inability, or perhaps unwillingness, to
implement cost-effective internal con
trols may influence the likelihood of
financial fraud. Smaller companies
may be unable or unwilling to employ
senior executives with sufficient finan
cial reporting knowledge and experi
ence. Boards, audit committees, and
auditors need to challenge manage
ment to ensure the presence of a base
line level of internal control.

In 72% of the cases, the CEO was
involved in the fraud, and in 43%, the
CFO was involved. Other individuals
involved included controllers, COOs,
other senior vice-presidents, and board
members.

Insiders and “grey” directors (out
siders with special ties to the company

or management) dominated the boards
of directors of the companies. These
board members had significant equity
ownership, but little experience serv
ing as directors of other companies.
Ap-proximately 60 percent of the
directors were insiders or grey direc
tors. Family relationships were com
mon among directors and officers and
individuals with significant power.

A summary of the study is accessi
ble on the AICPA Web site (www.
aicpa.org). The complete report, Fraud
ulent Financial Reporting: 1987-1997,
can be obtained by calling the AICPA at
888-777-7077 and requesting product
no. 990036PFP. The cost is $20 for
members and $25 for nonmembers.

Death may be the ultimate tax
penalty. Attempting to close tax
loopholes, China’s Tax Bureau is
using a get-tough approach to tax
evasion that includes the death penal
ty. Didn’t someone say death and
taxes are the only certainties? Ac
counting Today (January 25-February 7, 1999), page 9. ♦
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